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The Asian Crisis : Need for the Tobin Tax 


The globalisation of financial markets has led to a 
succession of financial and economic crises. The 
events of the last decade suggest that these crises 
can be expected to recur with _ increasing 
frequency, and that they will prove progressively 
more costly to deal with, in social and economic 
terms. 


A central factor in the financial crises of the 1990s 
has been the role of currency speculation. 
Speculation can be defined as “the act of buying 
and selling with the aim of benefiting from price 
movements, rather than to finance international 
trade, or to acquire interest-bearing assets”. 


These crises have had devastating consequences 
for the developing world, and a disastrous impact 
on the poor. Populations have been hit by rising 
unemployment, wage cuts, _ inflation and 
reductions in public spending. Vulnerable sectors - 
women, children and the elderly - have been 
particularly hard hit. The progress of human 
development is being thwarted by the failure of 
governments and_ international institutions to 
regulate the global economy. 


The new financial crises reflect the changing 
nature of financial flows from north to south. 
Formerly official loans to governments comprised 
a larger part, and crises were caused by the 
inability of governments to service these loans. In 
the 1990s, these flows have comprised mainly 
foreign direct investment, portfolio investment in 
bonds and shares, interbank flows and commercial 
loans to companies. The crises of the 1990s have 
been precipitated by an abrupt loss in market 
confidence, leading to large outflows of capital. 


This loss of confidence was not accounted for by 
any substantial change in the country’s economy. 
Currency speculation turned these localized shocks 
to the market into major financial crises, the 
effects of which then spread to other emerging 
markets through a process of contagion. 


Currency speculation may occur when the 
devaluation of a currency is deemed probable. 
Local and foreign investors borrow local currency 
and then convert the loan into a_ stronger 
currency. If the devaluation occurs, the speculator 
will be able to buy back enough local currency to 
repay the loan, and still make a profit. Speculation 
makes devaluation more probable: it increases the 
demand for foreign currency, depressing the value 
of the local currency. The expectation of a 
devaluation can therefore be self-fulfilling. Even if 
a small number of speculators take the lead, this 
may produce herd behaviour on the part of other 
investors. 


The Asian Crisis 


Asian countries had been the recipients of large 
quantities of foreign lending and_ portfolio 
investment. These capital flows increased the 
vulnerability of the so-called ‘Asian Tigers’ to 
changes on the financial markets. The Thai 
economy was the ffirst affected following 
turbulence in the currency markets in July 1997; 
the effects then spread to neighbouring countries, 
with Indonesia and Korea particularly severely 
affected. Large numbers of companies went 
bankrupt or retrenched, leading to massive job 
losses and wages reductions 


These financial crises have destabilised the lives of 
millions. The human costs have been severe, 
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perhaps incalculable, and the effects of the crises 
continue to unfold. The poor have been affected 
by unemployment, cuts in wages, rising prices of 
essential commodities, and reductions in social 
services. Children have been taken out of school, 
food has been in short supply, and levels of 
violence and prostitution have risen. 
Unemployment and the increased competition for 
survival have led to community breakdown. There 
has been a rise in political instability, with food 
riots and ethnic tensions in Indonesia, farmers 
protesting in Thailand and worker discontent in 
Korea. 


While economists infer evidence of a recovery in 
Asia, citing improved figures for GDP growth 
(4.8% in Asia in the first quarter of 1999), their 
figures do not take into account the plight of those 
who have been thrown out of work and into 
poverty by the crisis. 


Banks and businesses were heavily exposed to 
foreign loans, and therefore severely affected by 
the increased debt repayment burden caused by 
currency devaluation. There was a high level of 
domestic bank lending to the private sector, and 
many of these loans were shown to be risky. 


The banking crisis, combined with rising interest 
rates, resulted in a contraction of credit and 
difficulties in obtaining capital which put otherwise 
viable firms under pressure. The devaluation of 
currencies pushed up inflation and increased the 
price of imported goods. These developments 
caused a sharp fall in output, consumption and 
incomes, and led to a massive rise in the number 
of unemployed, and in the incidence of poverty. 
Businesses either closed, laid off workers, or 
reduced costs by cutting wages, benefits and 
working hours. 


Under-employment : 


The ILO estimated that the number of unemployed 
around the world rose by 10 million directly as a 
result of the Asian crisis. 


Increased under-employment and falling wages 
are perhaps more commonly experienced than 
open unemployment. The loss of formal sector 
jobs has been accompanied by an increase in 
under-employment and an influx of new workers 
to the informal sector, further depressing already 
low earnings. Divergent estimates of the 
unemployment rate in Indonesia, the country 
most dramatically affected by the crisis, are due 
to disagreement as to the proportion of displaced 


workers absorbed into informal sector 
employment. It is unlikely that this sector was 
able to absorb the huge numbers of the newly- 
unemployed (up to 5 million according to ILO 
estimates), combined with the 2.8 million new 
entrants into the labour force, and the 5 million 
already unemployed in 1997. The collapse in 
output also resulted in a drastic fall in the demand 
for goods and services produced by the informal 
sector. 


The effects of the crisis have not been confined to 
urban areas. It was estimated that a million 
people throughout the region had returned to their 
villages. However, traditional institutions 
facilitating labour absorption in rural areas have 
been eroded by the commercialization of 
agricultural production and the reduction of the 
role of family-based farms. Traditional welfare 
mechanisms, such as the support of the extended 
family or community, have been weakened by 
modernisation. 


As a result of the economic slump provoked by the 
financial crisis, prices have increased while public 
spending has decreased. A severe fall in incomes 
has been accompanied by massive job losses as a 
result of bankrupt cutbacks in 
production.Meanwhile, the price of essential 
commodities such as food and fuel has risen. 
Rising inflation has led to a drop in the level of 
real wages, and large numbers of people have 
fallen into poverty. 


Virtually all groups were affected, although the 
poor and other vulnerable groups such as women 
and children disproportionately so, since the poor 
spend a larger percentage of their income on basic 
goods, and therefore are harder hit by price 
increases and falling wages.Rising poverty causes 
parents to withdraw their children from school in 
order to send them out to work, compromising 
their future. It may never be possible to recover 
these students for the educational system, causing 
a permanent loss to these societies. The 
performance of those students who do remain in 
school is likely to be affected by poverty and 
malnutrition. meanwhile, were suffering from a 
liquidity crunch due to uncollected tuition fees. 
New entrants to the labour market and young 
workers have been more severely affected by 
unemployment than older workers. 


Families may attempt to economize by spending 
less on food and health. Malnutrition has a 
particularly severe impact on the health and 
development of children: it may cause lifelong 
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impairment. Children are likely to have been most 
severely affected by cuts in health spending: a 
study concerning the effects of the Latin American 
economic crisis on the health sector found that 
child malnutrition and infant mortality increased 
more appreciably than mortality among the 
population at large. 


Women have been disproportionately affected, 
although accurate statistics on the subject are 
hard to obtain. The gender impact is complex and 
varies from region to region. Women were 
concentrated in the most precarious forms of low- 
skilled wage employment 


The effects of the crisis have not been confined to 
Asia, but have also spread to other emerging 
markets, particularly Brazil and Russia. There has 
been a general fall in investor confidence in 
emerging markets, leading to capital outflows, 
devaluation and stock market collapses 

Many poor countries are suffering lower export 
prices due to shrinking world demand. Petroleum 
exporters have been hit particularly hard, and the 
impact on African countries, dependent on primary 
commodity exports, has been severe. World Bank 
projections of GDP growth in Sub-Saharan Africa 
for 1999 have been revised downward from 4.5% 
to 3.2%. 


Bail-out 


Rescue packages are loans that must be repaid 
with interest, imposing a long-term fiscal burden 
on the governments concerned, and diverting 
money away from spending on socially beneficial 
strategies. They are furthermore associated with 
strict conditions. Countries have emerged from 
the crisis burdened by larger public debts and 
increased levels of foreign ownership of their 
economies, as well as diminished national control 
over the process of making policy. What were 
largely private-sector debts have effectively been 
transformed into public-sector liabilities. 


Capital flows and aid budgets 


A common feature of the countries affected is 
their reliance on private capital flows as a means 
of financing growth. This comes at a time of 
declining levels of official financial flows. Private 
capital flows now dominate total financial flows to 
developing countries, constituting 80% of all 
capital flows. Meanwhile, official financial flows 
declined from 29% in 1990 to 6% in 1994. 
Borrowings through commercial bank loans are 
also rising. The countries affected by crisis are 


among those which have been the recipients of 
the highest levels of private flows. 


These crises suggest the dangers of opening up to 
foreign short-term capital. Short-term flows may 
not have the same _ potential as long-term 
investments to contribute to development, and 
may in fact tend to impede it. International capital 
flows are volatile, fed by herd behaviour and 
inadequate information. 


The need for a Tobin Tax 


A reliance on volatile forms of short-term 
investment leaves the fragile economies of 
developing countries vulnerable to sudden 
changes in financial markets. One common thread 
in all these crises is the central role of speculative 
trading on foreign exchange markets. The 
increased frequency of financial crises must raise 
questions as to the desirability of pursuing policies 
aimed at the progressive liberalisation and 
deregulation of financial markets, and urge the 
consideration of measures instead aimed at 
stabilising this volatility. A Tobin tax - a small 
universal tax on currency transactions - could help 
to deter speculation by making currency trading 
more costly. 


War on Want 

Fenner Brockway House 
37-39 Great Guildford Street 
London SE1 OES 
www.waronwant.org 
stibbett@waronwant.org 








Essential Drugs and Globalization 
Dear Friends, 


In the name of Doctors Without Borders, | would 
like to send you a friendly and warm greeting. | 
hope that your national meeting will be an 
opportunity to deepen and popularize the ideas 
which you defend. 


| shall take a few minutes to intervene on a topic 
which is today one of the major concern of DWF : 
the vast majority of the poor countries’ population 
is today deprived of access to essential drugs, in 
other words, to life saving medicines. 


It is important to know, for example, that known 
transmissible diseases, such as tuberculosis or 
AIDS, or, lesser known ones, such as sleeping 
sickness, kill 17 million persons each year in the 
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world, half of whom in poor countries. However, a 
very large number of those lives could be saved if 
accessibility to treatment of these diseases 
depended upon something other than pure 
commercial interest. 


Doctors Without Borders has launched, as of a few 
month ago, an international campaign to facilitate 
access of disfavored populations to essential 
drugs. And we intend to fully use our Nobel Peace 
Prize to force public and private decision makers 
to envision a new system of regulation for the 
commercialization of medicines. 


More concretely, what is it all about ? To change 
the explicit or implicit rules which entail two 
dramatic consequences : 


- on the one hand, Research and Development on 
treatment of transmissible diseases that are 
specific to poor countries have been practically 
abandoned by pharmaceutical trust, because 
those medicines could not generate a profit for 
lack of a credible market - as people in need could 
not pay for them; between 1975 and 1977, out of 
over 1200 new drugs put on the market 
internationally, only 11 concerned treatment for a 
tropical disease ; in other words, market logic 
means that, in terms of R & D, billions are spent 
on Viagra but not a cent to find new treatment 
against malaria which kills 1.8 million persons per 
year ; 


- on the other hand, the fact that production and 
marketing of drugs only obey to market logic 
makes drugs inaccessible to the vast majority of 
the sick in poor countries ; perhaps you have 
read, this week in the press, the story of Rebecca, 
this girl child from Kenya with acute tuberculosis 
cared for at the Homa Bay Hospital by Arnaud, 
doctor without border ; after five days of 
treatment, Rebecca disappeared from her room ; 
her grandmother, since she could not longer pay 
the 15 francs a day for treatment, had come to 
bring her back to the village, thus condemning her 
to certain death. Abandoning R&D for tropical 
diseases, prohibitive prices of medicines for 
patients of poor countries : how can we act to 
reverse this revolting situation ? The campaign of 
DWB is active at three levels. 


First and foremost, it is a field level campaign, 
relying on work and experience of doctors, in real 
life situation, faced with the absence of drug 
solutions for the population they care for. 


Thus, in Uganda, DWB leads a campaign against 
trypanosomiases, i.e. sleeping sickness, 
transmitted by the famous Tse Tse fly. This 
disease which we believed had been eradicated, 
came back following the collapse of the health 
system and the massive displacements of 
populations in countries such as Uganda, Congo- 
Kinshasa or Sudan. This disease, a_ perfectly 
curable one, today kills 150 000 people a year, 
according to WHO figures. 


However, doctors only have old drugs at their 
disposal, drugs that are becoming less and less 
efficient. One drug, however, could ensure an 
appropriate treatment, eflornithine. After having 
been marketed by the Merell Dow laboratories, at 
a very high price, eflornithine is no longer 
available. Its production was stopped for lack of 
profitability. Over the past three years, the Marion 
Roussel Hoescht, who bought up Merell Dow, 
offered its marketing rights to the World Health 
Organization. Therefore DWB, along with others, 
is trying to convince another laboratory to produce 
this molecule with a guaranty of a certain volume 
of orders. 


This is very concretely what DWB does, faced with 
similar type of problems in other fields. As in the 
prisons of the ex-Soviet Union where one 
tuberculosis patient out of four is condemned to 
death because the patient has multidrug resistant 
forms of the disease which do not respond to 
ordinary treatments ; such as in Thailand or 
Cambodia where our teams lead _ treatment 
programs for AIDS without access to bi or tri- 
therapies. We believe that this knowledge and this 
experience of the fields gives more credibility to 
DWB to lead a campaign at a second level : 
specific proposals. Proposals center around two 
axes : 


- First, the aim is to grant poor countries the use 
of all available means to obtain supplies of 
essential drugs ; in terms of international law, 
there are two recognized and authorized means - 
compulsory licences and parallel imports, by which 
a State, in case of public health emergencies, may 
produce its own drugs, even if it means copying 
existing patents, or import drugs from countries 
manufacturing at a cheaper price, at the expense 
of a purely commercial logic ; DWB supports, by 
the way, certain States, such as Thailand or South 
Africa, who are seeking to take advantage of 
those still existing clauses within the world trade 
agreements ; and, naturally, guess what ? It is 
those specific clauses which the international 
pharmaceutical lobby wishes to see abrogated 
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during the next round of negotiations of the World 
Trade Organization. 


- Second, the target is to bring together to a 
negotiating table, laboratories, wealthy nations 
and relevant international organizations to 
attempt to define a new world order in the domain 
of research so as to find solutions, primarily 
financial solutions, paving the way for rapid and 
concrete progress in the domain or those 
transmissible disease that are specific to poor 
countries. 


But, we are also aware, moreover, that in so doing 
we put the finger on the logic of a system which 
will only change under pressure from international 
public opinion : this is why our campaign is also 
active at a third level, that of advocacy. 


Fundamentally, the questions we ask - and which 
we will systematically put to every public or 
private important decision maker - are very 
simple. Is a medicine a merchandise like any 
other, comparable to a car or a mobile phone ? 
Can we accept to leave life saving treatment 
under pure market logic ? 


This is the reason why Doctors without Borders, 
has asked, on the eve of the Seattle Summit, that, 
with urgency, a sanitary exception be decreed, 
much as the cultural exception. Because we 
cannot be reconciled with the idea that market 
law, as applied in the pharmaceutical domain, 
continue to condemn millions of lives who could 
otherwise be saved. 


Dear friends, 


By leading a field campaign, by proposals and 
advocacy on the issue of access to essential drugs 
for disfavored populations, we are well aware that 
we join the fight of other NGOs or Not-For-Profit 
Corporations. This is why we will be present at the 
Seattle Counter-Summit. And this is why I will 
conclude by saying simply this : since our roads 
are converging, let us travel part of the way 
together. 


Denis Pingaud - Directeur du développement de 
MSF office@paris.msf.org 
Doctors Without Borders (Médecins Sans 
Frontiéres), Peace Nobel Prize 1999 
http: //www.paris.msf.org/ 








ESAT take-over and the Nurse's Strike 


On the 11th of January it was announced that 
British Telecom had taken over the second largest 
Irish Telecom Company, ESAT digifone. It was 
widely reported that this would mean a windfall of 
almost two hundred and fifty million Irish pounds 
for the founder and Chief Executive of ESAT, Denis 
O' Brien. 


Many people in Ireland will not object to this, 
indeed there are some who would celebrate it and 
a mild form of euphoria can be detected in many 
commentators' reactions to the event. From a 
mainstream perspective this event is just another 
sign of the health of the Irish economy. 
Consumers, we are assured, will now start to 
benefit from even lower costs for telephone and 
Internet services as ESAT/BT enter a price war 
with Eircom, the former state owned Telecom 
Eireann. 


While the costs of our telephone calls plummet, 
the safety net of our health service becomes 
increasingly frayed and moves closer to breaking 
point as each week passes. Last October's strike 
by Ireland's 27,000 nurses underlines the 
profound problems in the Irish health service. At 
the time of the strike the point was repeatedly 
made by the Government and_ prominent 
economists that the Nurses' wage demands were 
a threat to continued national prosperity. Many 
commentators urged the government to hold the 
line and not give in, stressing that if the nurses 
pay demands were met, then other public sector 
workers would demand more, setting off a spiral 
of claims which would totally undermine "The 
Celtic Tiger". 


One commentator* mentioned a figure of Two 
Hundred and Twenty Million Irish pounds as the 
cost of pay rises to nurses over the past three 
years. This compares rather poorly with the Two 
Hundred and Fifty million pounds earned by Mr 
O'Brien of ESAT in the couple of weeks it took to 
negotiate the British Telecom take-over. It is just 
such a comparison that illuminates the path ahead 
for a neo-liberal Ireland. Twenty Seven thousand 
Nurses are castigated for their "greed" as they 
share out £220 million spread over three years, a 
few months later a prominent Irish businessperson 
enjoys a windfall of £250 million with no mention 
of greed or threats to national prosperity. 


As more and more of Ireland's infrastructure is 
privatised the well-established global pattern will 
be replicated. Workers and communities will be 
cast as "threats to prosperity" if they seek a larger 
share of national wealth or demand decent levels 
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of public services, while banks, multinationals and 
large investors buy and sell cut price public 
property in the name of greater efficiency. 


As this process intensifies, and people's exposure 
to the down side of market "efficiency" increases, 
maybe ATTAC's. slogan, "Another world is 
possible", will move people in Ireland to challenge 
neo-liberalism. People will soon see that the 


impoverishment of public services coupled with 
the massive wealth of the Irish business classes is 
not socially or environmentally sustainable. 


* Padraig Smyth Irish Times Industrial 
Correspondent. 


Ciaran McKenna. attac-Ireland ireland@attac.org 





